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(i) Include at least one member hav-
ing experience in identifying, assess-
ing, and managing risk exposures of
large, complex financial firms; and

(ii) Be chaired by a director who:

(A) Is not an officer or employee of
the bank holding company and has not
been an officer or employee of the bank
holding company during the previous
three years;

(B) Is not a member of the immediate
family, as defined in section 225.41(b)(3)
of the Board’s Regulation Y (12 CFR
225.41(b)(3)), of a person who is, or has
been within the last three years, an ex-
ecutive officer of the bank holding
company, as defined in section
215.2(e)(1) of the Board’s Regulation O
(12 CFR 215.2(e)(1)); and

(C)(I) Is an independent director
under Item 407 of the Securities and
Exchange Commission’s Regulation S-
K (17 CFR 229.407(a)), if the bank hold-
ing company has an outstanding class
of securities traded on an exchange
registered with the U.S. Securities and
Exchange Commission as a national se-
curities exchange under section 6 of the
Securities Exchange Act of 1934 (15
U.S.C. 78f) (national securities ex-
change); or

(2) Would qualify as an independent
director under the listing standards of
a national securities exchange, as dem-
onstrated to the satisfaction of the
Board, if the bank holding company
does not have an outstanding class of
securities traded on a national securi-
ties exchange.

(b) Chief risk officer—(1) General. A
bank holding company with total con-
solidated assets of $50 billion or more
must appoint a chief risk officer with
experience in identifying, assessing,
and managing risk exposures of large,
complex financial firms.

(2) Responsibilities. (i) The chief risk
officer is responsible for overseeing:

(A) The establishment of risk limits
on an enterprise-wide basis and the
monitoring of compliance with such
limits;

(B) The implementation of and ongo-
ing compliance with the policies and
procedures set forth in paragraph
(a)(2)(1) of this section and the develop-
ment and implementation of the proc-
esses and systems set forth in para-
graph (a)(2)(ii) of this section; and
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(C) The management of risks and risk
controls within the parameters of the
company’s risk control framework, and
monitoring and testing of the com-
pany’s risk controls.

(ii) The chief risk officer is respon-
sible for reporting risk-management
deficiencies and emerging risks to the
risk committee and resolving risk-
management deficiencies in a timely
manner.

(3) Corporate governance requirements.
(i) The bank holding company must en-
sure that the compensation and other
incentives provided to the chief risk of-
ficer are consistent with providing an
objective assessment of the risks taken
by the bank holding company; and

(ii) The chief risk officer must report
directly to both the risk committee
and chief executive officer of the com-
pany.

§252.34 Liquidity risk-management re-
quirements.

(a) Responsibilities of the board of di-
rectors—(1) Liquidity risk tolerance. The
board of directors of a bank holding
company with total consolidated assets
of $50 billion or more must:

(i) Approve the acceptable level of 1i-
quidity risk that the bank holding
company may assume in connection
with its operating strategies (liquidity
risk tolerance) at least annually, tak-
ing into account the bank holding com-
pany’s capital structure, risk profile,
complexity, activities, and size; and

(ii) Receive and review at least semi-
annually information provided by sen-
ior management to determine whether
the bank holding company is operating
in accordance with its established Ili-
quidity risk tolerance.

(2) Liquidity risk-management strate-
gies, policies, and procedures. The board
of directors must approve and periodi-
cally review the liquidity risk-manage-
ment strategies, policies, and proce-
dures established by senior manage-
ment pursuant to paragraph (c)(1) of
this section.

(b) Responsibilities of the risk com-
mittee. The risk committee (or a des-
ignated subcommittee of such com-
mittee composed of members of the
board of directors) must approve the
contingency funding plan described in
paragraph (f) of this section at least
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annually, and must approve any mate-
rial revisions to the plan prior to the
implementation of such revisions.

(c) Responsibilities of senior manage-
ment—(1) Liquidity risk. (i) Senior man-
agement of a bank holding company
with total consolidated assets of $50
billion or more must establish and im-
plement strategies, policies, and proce-
dures designed to effectively manage
the risk that the bank holding com-
pany’s financial condition or safety
and soundness would be adversely af-
fected by its inability or the market’s
perception of its inability to meet its
cash and collateral obligations (liquid-
ity risk). The board of directors must
approve the strategies, policies, and
procedures pursuant to paragraph (a)(2)
of this section.

(ii) Senior management must oversee
the development and implementation
of liquidity risk measurement and re-
porting systems, including those re-
quired by this section and §252.35.

(iii) Senior management must deter-
mine at least quarterly whether the
bank holding company is operating in
accordance with such policies and pro-
cedures and whether the bank holding
company is in compliance with this
section and §252.35 (or more often, if
changes in market conditions or the li-
quidity position, risk profile, or finan-
cial condition warrant), and establish
procedures regarding the preparation
of such information.

(2) Liquidity risk tolerance. Senior
management must report to the board
of directors or the risk committee re-
garding the bank holding company’s li-
quidity risk profile and liquidity risk
tolerance at least quarterly (or more
often, if changes in market conditions
or the liquidity position, risk profile,
or financial condition of the company
warrant).

(3) Business lines or products. (i) Sen-
ior management must approve new
products and business lines and evalu-
ate the liquidity costs, benefits, and
risks of each new business line and
each new product that could have a sig-
nificant effect on the company’s liquid-
ity risk profile. The approval is re-
quired before the company implements
the business line or offers the product.
In determining whether to approve the
new business line or product, senior
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management must consider whether
the liquidity risk of the new business
line or product (under both current and
stressed conditions) is within the com-
pany’s established liquidity risk toler-
ance.

(ii) Senior management must review
at least annually significant business
lines and products to determine wheth-
er any line or product creates or has
created any unanticipated liquidity
risk, and to determine whether the 1li-
quidity risk of each strategy or prod-
uct is within the company’s established
liquidity risk tolerance.

(4) Cash-flow projections. Senior man-
agement must review the cash-flow
projections produced under paragraph
(e) of this section at least quarterly (or
more often, if changes in market condi-
tions or the liquidity position, risk
profile, or financial condition of the
bank holding company warrant) to en-
sure that the liquidity risk is within
the established liquidity risk toler-
ance.

(5) Liquidity risk limits. Senior man-
agement must establish liquidity risk
limits as set forth in paragraph (g) of
this section and review the company’s
compliance with those limits at least
quarterly (or more often, if changes in
market conditions or the liquidity po-
sition, risk profile, or financial condi-
tion of the company warrant).

(6) Liquidity stress testing.
management must:

(i) Approve the liquidity stress test-
ing practices, methodologies, and as-
sumptions required in §252.35(a) at
least quarterly, and whenever the bank
holding company materially revises its
liquidity stress testing practices,
methodologies or assumptions;

(i1) Review the liquidity stress test-
ing results produced under §252.35(a) at
least quarterly;

(iii) Review the independent review
of the liquidity stress tests under
§252.34(d) periodically; and

(iv) Approve the size and composition
of the liquidity buffer established
under §252.35(b) at least quarterly.

(d) Independent review function. (1) A
bank holding company with total con-
solidated assets of $50 billion or more
must establish and maintain a review
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function that is independent of man-
agement functions that execute fund-
ing to evaluate its liquidity risk man-
agement.

(2) The independent review function
must:

(i) Regularly, but no less frequently
than annually, review and evaluate the
adequacy and effectiveness of the com-
pany’s liquidity risk management proc-
esses, including its liquidity stress test
processes and assumptions;

(ii) Assess whether the company’s li-
quidity risk-management function
complies with applicable laws, regula-
tions, supervisory guidance, and sound
business practices; and

(iii) Report material liquidity risk
management issues to the board of di-
rectors or the risk committee in writ-
ing for corrective action, to the extent
permitted by applicable law.

(e) Cash-flow projections. (1) A bank
holding company with total consoli-
dated assets of $50 billion or more must
produce comprehensive cash-flow pro-
jections that project cash flows arising
from assets, liabilities, and off-balance
sheet exposures over, at a minimum,
short- and long-term time horizons.
The bank holding company must up-
date short-term cash-flow projections
daily and must update longer-term
cash-flow projections at least monthly.

(2) The bank holding company must
establish a methodology for making
cash-flow projections that results in
projections that:

(i) Include cash flows arising from
contractual maturities, intercompany
transactions, new business, funding re-
newals, customer options, and other
potential events that may impact 1li-
quidity;

(ii) Include reasonable assumptions
regarding the future behavior of assets,
liabilities, and off-balance sheet expo-
sures;

(iii) Identify and quantify discrete
and cumulative cash flow mismatches
over these time periods; and

(iv) Include sufficient detail to re-
flect the capital structure, risk profile,
complexity, currency exposure, activi-
ties, and size of the bank holding com-
pany and include analyses by business
line, currency, or legal entity as appro-
priate.
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(3) The bank holding company must
adequately document its methodology
for making cash flow projections and
the included assumptions and submit
such documentation to the risk com-
mittee.

(f) Contingency funding plan. (1) A
bank holding company with total con-
solidated assets of $560 billion or more
must establish and maintain a contin-
gency funding plan that sets out the
company’s strategies for addressing li-
quidity needs during liquidity stress
events. The contingency funding plan
must be commensurate with the com-
pany’s capital structure, risk profile,
complexity, activities, size, and estab-
lished liquidity risk tolerance. The
company must update the contingency
funding plan at least annually, and
when changes to market and idiosyn-
cratic conditions warrant.

(2) Components of the contingency
funding plan—@{1) Quantitative assess-
ment. The contingency funding plan
must:

(A) Identify liquidity stress events
that could have a significant impact on
the bank holding company’s liquidity;

(B) Assess the level and nature of the
impact on the bank holding company’s
liquidity that may occur during identi-
fied liquidity stress events;

(C) Identify the circumstances in
which the bank holding company would
implement its action plan described in
paragraph (f)(2)(ii)(A) of this section,
which circumstances must include fail-
ure to meet any minimum liquidity re-
quirement imposed by the Board;

(D) Assess available funding sources
and needs during the identified liquid-
ity stress events;

(E) Identify alternative funding
sources that may be used during the
identified liquidity stress events; and

(F) Incorporate information gen-
erated by the liquidity stress testing
required under §252.35(a) of this sub-
part.

(i1) Liquidity event management proc-
ess. The contingency funding plan must
include an event management process
that sets out the bank holding com-
pany’s procedures for managing liquid-
ity during identified liquidity stress
events. The liquidity event manage-
ment process must:
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(A) Include an action plan that clear-
ly describes the strategies the company
will use to respond to liquidity short-
falls for identified liquidity stress
events, including the methods that the
company will use to access alternative
funding sources;

(B) Identify a liquidity stress event
management team that would execute
the action plan described in paragraph
(£)(2)(ii)(A) of this section;

(C) Specify the process, responsibil-
ities, and triggers for invoking the con-
tingency funding plan, describe the de-
cision-making process during the iden-
tified liquidity stress events, and de-
scribe the process for executing contin-
gency measures identified in the action
plan; and

(D) Provide a mechanism that en-
sures effective reporting and commu-
nication within the bank holding com-
pany and with outside parties, includ-
ing the Board and other relevant super-
visors, counterparties, and other stake-
holders.

(iii) Monitoring. The contingency
funding plan must include procedures
for monitoring emerging liquidity
stress events. The procedures must
identify early warning indicators that
are tailored to the company’s capital
structure, risk profile, complexity, ac-
tivities, and size.

(iv) Testing. The bank holding com-
pany must periodically test:

(A) The components of the contin-
gency funding plan to assess the plan’s
reliability during liquidity stress
events;

(B) The operational elements of the
contingency funding plan, including
operational simulations to test com-
munications, coordination, and deci-
sion-making by relevant management;
and

(C) The methods the bank holding
company will use to access alternative
funding sources to determine whether
these funding sources will be readily
available when needed.

(g) Liquidity risk limits—(1) General. A
bank holding company with total con-
solidated assets of $50 billion or more
must monitor sources of liquidity risk
and establish limits on liquidity risk,
including limits on:

(i) Concentrations in sources of fund-
ing by instrument type, single

12 CFR Ch. Il (1-1-18 Edition)

counterparty, counterparty type, se-
cured and unsecured funding, and as
applicable, other forms of liquidity
risk;

(ii) The amount of liabilities that
mature within various time horizons;
and

(iii) Off-balance sheet exposures and
other exposures that could create fund-
ing needs during liquidity stress
events.

(2) Size of limits. Each limit estab-
lished pursuant to paragraph (g)(1) of
this section must be consistent with
the company’s established liquidity
risk tolerance and must reflect the
company’s capital structure, risk pro-
file, complexity, activities, and size.

(h) Collateral, legal entity, and
intraday liquidity risk monitoring. A
bank holding company with total con-
solidated assets of $50 billion or more
must establish and maintain proce-
dures for monitoring liquidity risk as
set forth in this paragraph.

(1) Collateral. The bank holding com-
pany must establish and maintain poli-
cies and procedures to monitor assets
that have been, or are available to be,
pledged as collateral in connection
with transactions to which it or its af-
filiates are counterparties. These poli-
cies and procedures must provide that
the bank holding company:

(i) Calculates all of its collateral po-
sitions on a weekly basis (or more fre-
quently, as directed by the Board),
specifying the value of pledged assets
relative to the amount of security re-
quired under the relevant contracts
and the value of unencumbered assets
available to be pledged;

(ii) Monitors the levels of
unencumbered assets available to be
pledged by legal entity, jurisdiction,
and currency exposure;

(iii) Monitors shifts in the bank hold-
ing company’s funding patterns, such
as shifts between intraday, overnight,
and term pledging of collateral; and

(iv) Tracks operational and timing
requirements associated with accessing
collateral at its physical location (for
example, the custodian or securities
settlement system that holds the col-
lateral).

(2) Legal entities, currencies and busi-
ness lines. The bank holding company
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must establish and maintain proce-
dures for monitoring and controlling 1i-
quidity risk exposures and funding
needs within and across significant
legal entities, currencies, and business
lines, taking into account legal and
regulatory restrictions on the transfer
of liquidity between legal entities.

(3) Intraday exposures. The bank hold-
ing company must establish and main-
tain procedures for monitoring
intraday liquidity risk exposure. These
procedures must address how the man-
agement of the bank holding company
will:

(i) Monitor and measure expected
daily gross liquidity inflows and out-
flows;

(ii) Manage and transfer collateral to
obtain intraday credit;

(iii) Identify and prioritize time-spe-
cific obligations so that the bank hold-
ing company can meet these obliga-
tions as expected and settle less crit-
ical obligations as soon as possible;

(iv) Manage the issuance of credit to
customers where necessary; and

(v) Consider the amounts of collat-
eral and liquidity needed to meet pay-
ment systems obligations when assess-
ing the bank holding company’s overall
liquidity needs.

§252.35 Liquidity stress testing and
buffer requirements.

(a) Liquidity stress testing require-
ment—(1) General. A bank holding com-
pany with total consolidated assets of
$50 billion or more must conduct stress
tests to assess the potential impact of
the liquidity stress scenarios set forth
in paragraph (a)(3) on its cash flows, li-
quidity position, profitability, and sol-
vency, taking into account its current
liquidity condition, risks, exposures,
strategies, and activities.

(i) The bank holding company must
take into consideration its balance
sheet exposures, off-balance sheet ex-
posures, size, risk profile, complexity,
business lines, organizational struc-
ture, and other characteristics of the
bank holding company that affect its
liquidity risk profile in conducting its
stress test.

(ii) In conducting a liquidity stress
test using the scenarios described in
paragraphs (a)(3)(i) and (iii) of this sec-
tion, the bank holding company must

§252.35

address the potential direct adverse
impact of associated market disrup-
tions on the bank holding company and
incorporate the potential actions of
other market participants experiencing
liquidity stresses under the market dis-
ruptions that would adversely affect
the bank holding company.

(2) Frequency. The liquidity stress
tests required under paragraph (a)(1) of
this section must be performed at least
monthly. The Board may require the
bank holding company to perform
stress testing more frequently.

(3) Stress scenarios. (i) Each liquidity
stress test conducted under paragraph
(a)(1) of this section must include, at a
minimum:

(A) A scenario reflecting adverse
market conditions;

(B) A scenario reflecting an idiosyn-
cratic stress event for the bank holding
company; and

(C) A scenario reflecting combined
market and idiosyncratic stresses.

(ii) The bank holding company must
incorporate additional liquidity stress
scenarios into its liquidity stress test,
as appropriate, based on its financial
condition, size, complexity, risk pro-
file, scope of operations, or activities.
The Board may require the bank hold-
ing company to vary the underlying as-
sumptions and stress scenarios.

(4) Planning horizon. Each stress test
conducted under paragraph (a)(l) of
this section must include an overnight
planning horizon, a 30-day planning ho-
rizon, a 90-day planning horizon, a one-
yvear planning horizon, and any other
planning horizons that are relevant to
the bank holding company’s liquidity
risk profile. For purposes of this sec-
tion, a ‘“‘planning horizon’ is the period
over which the relevant stressed pro-
jections extend. The bank holding com-
pany must use the results of the stress
test over the 30-day planning horizon
to calculate the size of the liquidity
buffer under paragraph (b) of this sec-
tion.

(5) Requirements for assets used as
cash-flow sources in a stress test. (i) To
the extent an asset is used as a cash
flow source to offset projected funding
needs during the planning horizon in a
liquidity stress test, the fair market
value of the asset must be discounted
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